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This research aimed to find out the perspectives
of Hong Kong industrial companies on the political risk
of investing in China. Totally 17 Hong Kong' industrial
companies were interviewed, of which 15 were usable.
The opinions of the respondents on the political
risk in China were collected in three different ways.
It was found out that political risk in China was not
high to Hong Kong industrial companies. The majority
of them used the terms little risk or some risk to
describe the condition. When compared with the other
five neighbouring countries, they grouped China
together with Thailand and perceived it as more risky
than Hong Kong and Taiwan but less risky than S. Korea
and the Philippines. They were generally optimistic
about the future political environments of China. The
political changes in China they worried about most were
unstable leadership and changes in policies and
regulations. In addition, administrators did not act
according to rules also annoyed them.
Hong Kong has been undergoing the economic
transformation from a production centre to a service
centre for several years. There was a shortage in
3
labour and a rapid rise in wages in Hong Kong in the
past several years. Many Hong Kong industrial
companies have lost their competitive edge to the
neighbouring countries because of high factor costs.
They have no choice other than to invest in China.
Most of them had set the target to recover all their
investments within three to five years when they
started their investments in China, and many of them
have achieved this target. Under this condition, the
political risk in China becomes unimportant to them.
Hong Kong companies are usually small in size.
They usually do not have a systematic way to monitor
the political environment in. China. Their assessments
are all based on their own experience. To react
flexibly and maximize their short-term return on
investments in China are the two most common means they
adopt to reduce their risk in China.
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Since 1979, China has adopted a series of open
door policies as part of its modernization programme.
Foreign companies are encouraged to invest in China. By
inducing foreign investments, China wishes to increase
its exports and improve its backward industrial
technology.
With a market of 1.1 billion people and a large
supply of low-cost land and labour, China seemed very
attractive to foreign investors. However, despite the
favourable foreign investment regulations, the flow of
investments into China has not been as promising
as Chinese government expected. The flow was slow and
most of the investments were of low-tech and in small
scalel. In 1987, 51 percent '..of the investments were
from Hong Kong and Macau and, in fact, the majority
were from Hong Kong2.
There are many factors which make investors
hesitant to invest in China. Multinational companies
which invest in China have to confront many
uncertainties. These include low level of education of
2
people, problems in repatriation of profits, political
uncertainties, different ideological system and the
lack of a comprehensive legal system, etc. Of all
these, the political risk in China is one of the
investors' major concerns.
Justification for the Problem
Hong Kong has benefited in various aspects since
China has adopted the open door policy. Hong Kong is
regarded by many companies as the gateway for gaining
entry into the enormous Chinese market. Multinational
companies come to set up their operations in Hong Kong.
By using the large supply of cheap land and labour in
China, Hong Kong enterprises are in a much better
position to compete with the neighbouring countries.
Hong Kong is also a major channel for goods to and from
China. The impressive growth of Hong Kong in the past
decade was partially attributable to the open door
policy of China. The continuous prosperity of Hong Kong
will lie partially on the economic development of China
and the ability of Hong Kong enterprises to coordinate
well with China's modernization programme.
On the other hand, one major development strategy
of China is to increase exports by attracting export-
oriented foreign investments. The inflow of foreign
investments into China is affected by how its political
risk is perceived.
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Since Hong Kong industrialists are the major
investors in China while political risk is a major
consideration for making foreign investments, it
becomes interesting to analyse the following two
issues:
i) How do Hong Kong industrialists perceive the
political risk for making investments in China?
and
ii) How to justify their perception?
If Hong Kong industrialists over-estimate the
political risk in China, they may miss many valuable
investment opportunities. On the other hand, if the
risk is under-estimated, they may have unexpected loss.
Scope of the Problem
'he objective of this research is threefold:
i) To describe how the political risk of China is
being perceived by Hong Kong industrial
companies;
ii) To state the major sources of political risk in
China in the opinions of Hong Kong industrial
companies;
iii) To investigate how do they come up with this
perception.
As to the validity of their perception,
justification can only be done by longitudinal
4
research. Due to the limitation in time and resources,
it was left for future studies.
5
Notes for Chapter I
1. South China Morning Post, 11/08/1986
2. China Statistical Year Book 1988. Statistical





This was a survey conducted in form of personal
interviews. A structured questionnaire was designed to
collect the opinions from a specific group of
respondents.
Survey Subiects
Most of Hong Kong industrial companies were
listed in the Directory of Hong Kong Industries 19881.
Some of them are subsidiaries of foreign companies. As
most multinational companies had their important
investment decisions made in their overseas
headquarters, only those with their headquarters based
in Hong Kong were in our sampling population.
Secondly, in order to secure meaningful data,
only companies that have the potential to invest in
China were interviewed. It was arbitrarily assumed that
they were companies with 50 or more employees. These
companies were interviewed disregarding whether they
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had invested in China or not.
Company heads such as managing directors or
general managers were usually the most influential
people in any decision making. They were interviewed
for the opinions of their companies.
Sampling Method
To assess the political risk of making
investments in China is a sensitive issue to most
businessmen in Hong Kong. They are usually reluctant to
make public comment on this issue. Although randomized
sampling by mailing questionnaire to the sampling
population is possible, the responding rate is expected
to be extremely low. The validity of data is also not
guaranteed.
A non-randomized sample has thus been adopted in
order to secure a better control on data. Information
of Hong Kong industrial companies were checked in the
Directory of Hong Kong Industries 1988. Companies of
50 or more employees were first. contacted by telephone.
The heads of those companies who accepted the interview
became the respondents.
Operationalization of Political Risk
The political risk of making investments in China
8is a subjective opinion. Organizations facing the same
risk may perceive different degree of riskiness. They
may feel more risky when longer time span is
considered. Different answers may come up from the same
respondent for different time spans. They may not be
able to tell their perception of the riskiness if the
period being considered is too long. Therefore, the
respondents were asked what they felt about the
political risk in China for a reasonable time period of
five years.
Respondents were asked to describe their
perception in relative and absolute terms. For the
relative term, respondents were asked to answer
descriptively. They were asked to choose among "no
risk at all", "little risk", "some risk", "quite big
risk and very big risk (See Question 3 of the
questionnaire).
For the absolute term, two measurements are
adopted. Firstly, as all business entities are'seeking
for profits, a scale of the possible damages to the
profitability of their investments is used, examples
were "very likely to reduce 50% of the profits", "very
likely to loss within 50% of the investments", etc.
(See Question 6 of the questionnaire). Secondly, it
was generally agreed that the political risk was higher
in China when compared with Hong Kong. The extra return
on investment (ROI) sought by Hong Kong investors from
9
their investments in China in order to compensate the
higher political risk there was used as the second
measurement (See Question 7 of the questionnaire).
Questionnaire Design
The complete questionnaire is shown in Appendix
I. It was divided into two parts:-
Part I of the Questionnaire
The first part collected information of
the respondents, which included:-
i) their industries;
ii) their technological levels;
iii) their sizes, measured by the total number
of employees; and
vi) whether they had investments in China or
not.
For companies with investments in China, further
information was collected on:-
i) their forms of investment;
ii) their total investment amounts;
iii) the length of time their investments were
in China, measured in number of years;
iv) reasons for making the investments;
v) whether the political risk in China was one
of their major concerns;
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vi) whether they had experienced any loss in
China because of political risk of any
kind.
For companies that had not invested in China,
they were asked whether they were going to invest in
China (Questions 1 and 2).
The purposes of this part were:-
i) to collect background information of the
respondents;
ii) to enable comparison on the.perception of
different groups of companies;
iii) to-collect facts on:-
a) whether Hong Kong industrial companies
worried about the political risk of
China; and
b) whether they had experienced any loss
because of the political risk in China.
Part II Of The Questionnaire
in the secona part or the questionnaire, tine
opinions of the respondents on the political risk of
China were collected.
Their opinions were collected in three questions.
The first question asked the respondents directly their
perception of the political risk in China in the next
five years (Question 3). Descriptive answers "no
risk", "little risk", "some risk", "quite big risk" and
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"very big risk were the options. They were then asked
about (i) what is the major political risk in China for
them and (ii) what are their opinions about the future
trend of the political risk in China (Questions 4 and
5).
The second question asked the respondents to
assess the riskiness of different political changes in
next five years for six countries(regions), including
China. They were asked to assign 1 to 5 for each type
of political changes for every "country". Each number
represented different degree of damages:-
1= no risk at all;
2= very likely to reduce 50% profits of an
investment;
3= very likely to make an investment
unprofitable;
4= very likely to lose within 50% of an
investment;
5= very likely to lose more than 50% of an
investment.
The purposes of this question were:-.
i) to identify the major source of political risk
for the six "countries" to the respondents
ii) to measure the political risk of the six chosen
"countries" in terms of the possible damages it
may cause to an investment;
iii) to find out the ranking and grouping of China
12
in political risk when compared with the other
five "countries".
The "countries" chosen in addition to China were
Hong Kong, 'Taiwan, South Korea, Thailand and the
Philippines. They were only chosen as a reference to
identify the relative scale of political risk in China.
There was no intention to cover all Asian countries for
comparison. These "countries" were also chosen because
they all have the following similarities:
i) they are all in Asia;
ii) they are all familiar to Hong Kong
investors;
iii) all of them are trying to attract investors
for their economic development, and they
may compete with China for foreign
investments.
Countries which are of low political risk, with
economic environments similar to the chosen countries,
or investment climates unfamiliar to Hong Kong
investors were not included in the comparison for
simplicity.
Different types of political changes were
included for assessment. They were:-
i) change of regulations;
ii) change of economic policies;





vii) change of government
viii) wars and
change in foreign relationshipsix)
Item (i) is the political changes that affect a
foreign investment most directly. Item (ii) may lead to
many changes in the business environment. Item (iii)
may lead to changes in policies as' well as the
administration of the existing rules and regulations.
Items (i) to (iii) are all changes within the statute.
Items (iv), (v) and (vi) are different forms or degrees
of mass movements. Item (vii) is a* change that may
lead to a complete change of the existing system. It
may be caused by mass movements or opposite powers.
Items (viii) and (ix) are international political
changes that are out of the control of the. host
country.
The third question measured the political risk in
China by asking the respondents what additional return
on investments (ROI) they expected from investments
made in China in order to cover the higher political
risk they may experience there as compared to Hong
Kong. It was measured in terms of an increase or
decrease in the rate of return on investments (Question
8).
Finally, the respondents were asked about their
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major references in making the assessment. It aimed at
finding out how they came up with their answers.
To those invested in China, a question was also
asked regarding any measures they took to reduce their
political risk (if any) in China. This was kept to the
last to avoid any bias on their answers to Part II.
Administration of the Survey
Details of Hong Kong industrial companies were
checked in the Directory of Hong Kong Industries 1988.
Companies with 50 or more employees. were contacted by
telephone. The company heads were told about the theme
of this research. They were also invited for an
interview. Those who accepted the interview became the
respondents.
In an interview, the objectives of this research
were first explained to the respondent. To ensure that
he/she understood the meaning of political risk, a
simple definition of political risk was* given. The
interview was then conducted by following the
questionnaire. Usually it took about half to two hours
to complete the interview.
Analysis of the Data
The data collected in the interviews were used
for the following analysis:-
i) 'Frequency distribution of:
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a) the characteristics of the respondents
(Question 1);
b) information of their investments in
China, if any (Question 2);
c) respondents' opinions about the degree
of political risk, major sources of
political risk and future trend of
political risk in China (Questions 3, 4,
5 and 7);
d) their reference for the assessment
(Question 8);
e) measures taken by the respondents to
reduce their political risk in China.
ii) Mean of:
The respondents' opinions on the
riskiness of different. political changes
of the six chosen "countries" (Questions 3,
5, 6 and 7).
iii) T-test:
This was to determine whether there was
significant difference in the opinions of
different respondents. The different
groups under comparison were:
a) companies -of different technological
levels, i.e. different degree of labour
intensity;
b) companies,of different commitment:
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- investors versus non-investors;
- large investors (over HK$ 5 million)
versus small investors;
c) companies of different investment
history:
- experienced investors (over five
years) versus new investors;
- companies which had experienced loss
for political risk in China versus
others that had not.
iv) Cluster analysis:
This was to find out the grouping of
the six chosen "countries" in terms of
political risk in respondents' opinions.
Data from Question 6 were used for
analysis.
v) Multi-dimensional scaling analysis:
This was to find out the position
and ranking of China as compared with the
other five chosen "countries" by using data
of Question 6.
vi) Multiple regression analysis:
This was to identify the major
political change (data from question 6)
that contributed most to the extra ROI
expected by Hong Kong investors (Question
7) to cover the higher political risk in
17
China.
All the above analyses were done on IBM PC by
using SPSS/PC command programme (Appendix II),
except for the multi-dimensional scaling analysis,
which was done by IBM main-frame computer.
I
Major Assumptions
There were several assumptions in this survey:
i) In most business organizations, major
decisions are the result of power games. it is
not easy to identify the influence of different
power groups in the whole decision-making
process. As the company heads usually have the
final decision-making power in a company, they
were interviewed for their opinions. It was
assumed that their opinions were representing
that of their companies.
ii) Political risk is an insecure feeling
based on two estimations:
a) the possibility of the outbreak of certain
unpleasant political events and
b) the possible damages to an investment
caused by the outbreak of the political
events.
It is difficult for a person to tell
accurately what his feeling of the political risk
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is. Due to the author's limited psychological
knowledge, no psychology testing was used.
Instead, the respondents were asked to describe
their feelings directly. It was assumed that the
respondents would be able to state their feeling
of the risk accurately and directly.
Chinese businessmen in Hong Kong areiii)
generally reluctant to tell their business-
related information to outsiders. They usually
avoid expressing opinions on topics which they
consider as sensitive. As all respondents had
the option to accept or reject the interview, it
was assumed that respondents who accepted the
interviews were stating what they actually
perceived.
With limited resources, only 17 respondentsiv)
were interviewed, of which 15 provided usable
data. It was assumed that their opinions are
representative.
There were cases that the respondents were
.v)
divided in their opinions.`- The mean value of the
respondents' answers were taken as the final
data.
19
Note for Chapter II
1. Directory of Hong Kong Industries 1988. Hong Kong




Definition of Political Risk
In anticipating the risk of a foreign investment,
political risk is always regarded as the most difficult
one to predict.. The difficulty is that it is a risk
induced by forces beyond the economic mechanism. A
profitable and apparently sound market can suddenly,
turn sour by political changes. Political risk is a
risk that cannot be anticipated by basic economic
analysis.
According to Robockl, political risk in
international business exists when:
i) discontinuities can occur in the business
environment;
ii) these discontinuities are difficult to
anticipate;
iii) they are the result of political changes; and
iv) they have a potential to affect significantly
the profit or other goals of a particular
enterprise.
By this definition, any foreseeable or gradual
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political change in the business environment is not a
risk. Political changes that do not have a potential
of affecting the business results significantly do not
constitute a risk. In any political events,
opportunities or threats may both happen to a company.
In discussing political risk, we only refer to the
possible negative outcomes.
T es of Political Changes
There are three main types of political changes
:hat are relevant to business2. They are:
i) changes in the regime under which it operates;
ii) changes in the political stability of a
country; and
iii) changes in the relationships between
countries.
The regime is the rules under which the economy
Dperates in the country. This includes the ideology of
the government, the generalized policy and how this
policy is applied. The political stability includes
both that of the government as well as the mass3.
Relationship between countries can be the interface of
the home country and the host country, or either one of
them with a third country, or the relationship between
two third countries.
Different political changes may induce different
22
degrees of risk in a foreign investment. Robock4
classified political risk into micro-risk and macro-
risk. Micro-risks are firm specific threats, examples
are operational restriction, contract re-negotiation or
imposition of special taxes, etc. Macro-risks are
threats to all firms, examples are nationalization or
expropriation of all firms.
Political Risk in Different Stages
of International Investment
There are many reasons to make foreign
investments. Companies may behave as the classical
economic theory describes and produce where the factor
costs are lowest. Large companies that lost technology
monopoly may consider international investments as
described in Vernon's International Product Life Cycle
theory5.
Aharoni6 described the international investment
decision as a five-stage process. The five stages are:
initiating force, general investigation, field
investigation, formal decision and implementation.
In the first two stages, a company will try to
avoid investing in too risky countries. The decision
of making an investment is usually in the hand-of one
or several chief executives8. They will select among
prospect countries according to several criteria9.
Their judgments are usually based on their impression
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of the stability of a certain country. Their major
information sources are mass media, e.g. Time, The Wall
Street Journal, The New York Times, etc.10.
In the later stage and after implementation,
information from executives in the host country will
become another important information source11. The
purpose of monitoring the political risk of a host
country then is to determine what is the existing risk
12
and to what extent it will become intolerable.
Assessment Methods of Political Risk
There are many methods to assess the political
risk of a foreign investment. The most common methods
include home researches, field investigation, expertise
consultation and quantitative analysis. The data used
for analysis included descriptive soft data as well as
quantitative figures from statistics. Soft data
analysis usually gives descriptive and subjective
reports. Quantitative analysis such as rank ordering,
decision tree, multiple regression and discrimination
analysis gives more formalized analysis. However,
political risk is a very delicate issue for analysis.
Events which seemed trivial may bear important
implications. Quantitative analysis may omit much
important information. Authoritative opinion such as
reports from Delphi technique usually gives good
guidance to investors, examples are annual reports like
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World Political Forecasts Service (WPRF), Business
International Index of Environmental Risk (BI), and
Business Environmental Risk Index (SERI). By far, a
comprehensive method to analyse the political risk of a
certain place is not available.
Large companies will collect data more




Resnondinc to Political Changes
About the reactions of multinational corporations
,to political changes in the host country, Thunell did a
eery comprehensive research in 1977.
According to Thunell14, although it was generally
believed that uncertainty of a place would be reduced
Dy knowing more about it, there was no evidence that
investments from countries with closer relationships
in terms of ties and culture reacted to political
instability differently.
In facing unstable political environment,
companies of different investment motivations and
different sizes react differently. Companies which made
foreign investments for the lower labour cost were more
sensitive to mass political activities. Companies
which invested for the host country market were more
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reluctant to retreat when faced with increasing
political instability, especially if the market was
large as they saw the loss of the stake might be large.
Large companies were found to react more quickly
than small companies when facing increasing
instability. Small companies were less systematic in
monitoring the political risks. Their reactions to
political instability did not follow a fixed pattern.
The Political Risk of China
The business environment of China keeps on
improving for the past 10 years. China was ranked as
the third excessive-risky country in 1980 by Business
International 15, but in 1986 China was ranked by 100
leading Japanese enterprises as the tenth risk-free
country among 20 countries in the
Asian-Pacific region16.
According to Report on Political Risk of Asian
Countries17, China is significant in terms of future
growth the debt burden is light the external
relationships with bordering countries are improving.
Much progress has been made to improve the business
environment for. foreign investments. The policy area
has gradually and steadily improved. However, the
inflation will become more of a problem the control
may have more problems as the nation moves towards
modernization and has more contact with the outside.
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world. In addition, the top level of the government
consists of a group of old people. Some of them
concerned more with ideological purity than economic
development. The leadership in China is a question mark
to many investors.
In two seminars about the investment climate in
China conducted in 198618, it was generally agreed by
the participating scholars that the political
condition of China is very stable since 1979. The
stability of the government and the open door policy
have been maintained so far. However, the continuity
of the open door policy is a question. There is a
swing between loosening and tightening of the policy.
Besides, the legal system of China is not
comprehensive enough and there are some local officials
who do not act according to rules and regulations. All
these may increase the political risk of. foreign
investments.
Characteristics Of Hong Kong.
Industrial Investments In China
Most of the investments in China are from Hong
Kong and Macau (51%)19. They usually are of low and
medium technologies. The investment size is usually
small. In 198620, 54 percent of the investments were
below US$ 1 million. The investment periods were
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usually below 10 years (58%). The investments usually
take advantage of the China market or the much cheaper
land and labour. The locations of investments were
concentrated in Guangdong (45%), esp. Shenzhen (27%).
Wang, Mun et al.21 considered that the investors were
trying to minimize their risks in China.
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Profiles of the Respondents
Totally 17 interviews were cvnuuc: t.cu. Wla
respondent turned out to be a subsidary of a
multinational company. Another one had no opinion on
most of the questions. These two were discarded. The
opinions of the rest 15 respondents were used for
analysis. Their profiles were described as follows:-
Industry
The 15 companies came from 12 different
industries. Ten of these industries were among the 20
largest industries in Hong Kong. The sample was from a
wide range of industries with good representation of
Hong Kong industries. Details are listed in Table 1.
Technology
According to the respondents, 20 percent of them
were of high technology, 53 percent were of medium
technology and the other 27 percent were of low
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TABLE 1





2Food Processing and Manufacturing3.
14. Clothings
1Paper, Paperboard and Articles Thereof5.
16. Dairy Products
17. Toys and Dolls
1Textile Yarn, Fabrics and Made-up Articles8.
1Travel Goods, Handbags and Similar Articles9.
110. Manufacture of Metal
1Optical and Photographic Goods11.
1Watches, clocks and accessories12.
15Total:
(*)Denotes the respondents belonged to the 20 largest
industries in Hong Kong. Source: Hong Kong Trade
Statistics 1986. Hong Kong Government.
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technology. The combination of their technological
levels was similar to the Hong Kong industries which
mostly were of low or medium technology. Details are
listed in Table 2 below.
TABLE 2







Size of the respondents was measured by the total
number of employees. It ranged from a maximum of 1,000
employees to a minimum of 60 employees as tabulated in
Table 3. Percentage distribution of Hong Kong
industrial companies with 50 or more employees in 1986
is provided for comparison.
By comparing the frequency column and the
reference column, it was found that the respondents
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tended to be larger in size, especially for the group
of 200 499 employees.
3TABLE
COMPANY SIZE OF THE RESPONDENTS
Reference aNo. PercentNo. of Employees
( 60.3% )13.3%250- 99
( 24.2% )6.7%1100- 199
( 11.5% )40.0%6200- 499
( 35.9% )33.3%5500- 999
( 1.0% )6.7%11,000 and Over
(100.0%)15 100.0%Total:
aSize distribution of Hong Kong industrial companies
with 50 or more employees. Source: 1986 Survey of
Industrial Production. Industrial Production Statistics
Section, Census and Statistics Department, Hong Kong.
pp13.
Profiles of Respondents' Investments in China
Of the 15 respondents, 12 had investments in
China. For the other three that did not invest in
China, none of them were going to do so.
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Investment Amount
The respondents' investment amount varied from
HK$ 200,000 to HK$ 91 million. About one third were
below HK$ 1 million, one third between HK$ 1 million to
5 million, and the remaining one third over HK$ 5
million. Generally speaking, the investment size of the
respondents in China were small. This could be
explained by the fact that Hong Kong industrial
companies were usually of small or medium size.
Details of the respondents' investment size in China
are shown in Table 4.
4TABLE
INVESTMENT AMOUNT IN CHINA
PercentNo.Investment Amount
25%3Below HK$ 1 mil.
25%3HK$ 1 mil.- below HK$ 5 mil.
25%3HK$ 5 mil.- below HK$ 10 mil.-





Most of the respondents (75%) invested in China
in the form of cooperative venture. The usual practice
was that the-Chinese side provided plants and arranged
manpower, the Hong Kong investors imported the
production facilities and supervised their production
there. The obligation of the Hong Kong investors to the
Chinese side was to pay rent-and wages. They could
remove or withdraw their production base in China
whenever necessary. This was the least committed way
to invest in China compared with most of the other
investment means. There were also several respondents
which invested in the form of compensation trade and,
joint-venture. The respondents might try to reduce
their risk exposure by investing in the least
committed way in China. Table 5 shows the details.
5TABU
RESPONDENTS' INVESTMENT FORM IN CHIN)







Length of Time of the Investments in China
One third of the investments were made within
three years while all others had been started for over
five years.- The earliest one was made 11 years ago
while the latest one was made last year. As a company
had to adapt to the investment climate of China in the
first few years, companies that could survive for over
five years were usually running successfully in- China.
They tended to be more optimistic and might bias the
results towards the positive side.
6TABLE
LENGTH OF TIME OF RESPONDENTS' INVESTMENTS IN CHINA
PercentNo. of RespondentsNo. of Year
33.3%4Below 3 years




The respondents' reasons for investing in China
were two-fold: a) for the domestic market of China and
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b) for the cheaper land and labour.
Only one of the investments was for the domestic
market of China, it was of an investment size of HK$ 91
million. The. other 11 companies all invested for the
cheaper land and labour in China, sometimes also for
the cheaper materials. Of these 11 investments, seven
used the term "forced to do so or a trend one has to
follow to describe their motivations. This indicated
that the majority of the investors were forced to
invest in China for survival though unwillingly.
The Importance of Political Risi
Of the 12 respondents invested in China, only'
four admitted that political risk was one of their
major concerns. This indicated that the majority of the
respondents were not worrying about the political. risk
in China.
Experience of Loss for Political Risk in China
Only half of the 12 respondents with investments
in China claimed they had experienced losses for
political risks in China. They described the losses as
little or some only. This indicated that political
risk was not a serious problem to the respondents in




RESPONDENTS' EXPERIENCE OF LOSS








Respondents' Perception of the Political Risk in China
General Perception
Generally speaking, the political risk in China
is not perceived as high. Fifty-three percent of the
respondents used "little" or "no" risk to describe the
condition, 40 percent used the term "some" to describe












Major Political Risks in China to the Respondents
When asked about the major political risks in
China to the respondents, administrators do not stick
to rules, unstable policies and change of
regulations are the three that cited most. Besides
unstable leadership, no comprehensive laws,
development too fast to control were also cited.
There were also one fourth of respondents said there
was no political risk in China at all. Answers of the
respondents are in Table 9.
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TABLE 9
MAJOR POLITICAL RISKS IN CHINA TO RESPONDENTS
Frequency ofPolitical Risk
being cited
3a) Administrators do not stick to rules
.3
b) Unstable policy
3c) Change of regulations
2d) Unstable leadership
1e) Insufficient rules to protect investments
1f) Economy develop too fast to control
Respondents' Assessment of the Riskiness
of Different Political Changes in China
and the Other Five Chosen "Countries"
In one of the questions, the respondents were
asked to assess the riskiness of different political
changes in the next five years for China and five other
chosen "countries". They were asked to assign 1 to 5,
each represented different, degree of riskiness. One
meant "no risk at all"; two meant "very likely to
reduce 50 percent of the profits" of an investment;
three meant "very likely to loss within 50 percent of
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an investment" five meant very likely to loss more
than 50 percent of an investment. The mean scores were
taken as the average opinions of the respondents.
Change of Regulations
This is a risk that affects the operations of an
investment most directly. The Chinese government is
adopting the practice of trial and error. Many
regulations of the open door policy are subjected to
amendment.
The opinions of the respondents were split into
two halves. Half of them believed that it was of no-or,
little risk while the other half believed that it might
cause great problems. This came up to the mean score
of 2.80, which meant that it might cause them to lose
all the profits of their investments in the next five
years. Table 10 shows the frequency distribution of the
respondents' opinions.
When compared with the other five countries,
the Philippines was of the highest risk, followed by
China. With its high mean score and low ranking, the
risk of change of regulations in China was
comparatively high to investors. The ranking of them
is in Table 11.
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TABLE 10
RESPONDENTS' OPINIONS ON THE POLITICAL RISK OF










1= no risk at all
2= very likely to reduce 50% of profits
3= very likely to make an investment unprofitable
4= very likely to lose within 50% of an investment
5= very likely to lose more than 50% of an investment.
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TABLE 11
RESPONDENTS' RANKING OF THE SIX COUNTRIES ON









Change of Economic Policies
This is a risk that may affect the whole economic
environment. The Chinese government are adopting an
open door policy. Market element is introduced into
the central planning economic system. However, the
existing system causes many problems to the Chinese
government, examples are high inflationary rate,
shortage in supplies, etc.. Some people are worrying
that the Chinese government may restore to tighter
control of the economy or even return to the old
central planning system.
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Eighty percent of the respondents believed
that there was such a risk. The average opinion of the
respondents was that it was likely to cause an
investment to become unprofitable within next five
years. The respondents' opinions are shown in Table
12.
TABLE 12
RESPONDENTS' OPINIONS ON THE POLITICAL RISK OF CHANGE










1= no risk at all
2= very likely to reduce 50% of the profits
3= very likely to make the investment unprofitable
4= very likely to lose within 50% of an investment
5= very likely to lose more than 50% of an investment.
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When compared with the other five "countries",
China ranked last. It was the most risky country in
this respect. With high absolute mean score and low
ranking, the risk of economic policy changes was high
in China. Table 13 shows the ranking of all six
countries.
TABLE 13
RESPONDENTS' RANKING OF THE SIX COUNTRIES









Change of Chief Government officials
This is a political change that may lead to a
complete change in economic policy or a change in the
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administration of the existing policies.
The top level of the Chinese government consists
of a group of old people who support the open door
policy. There are some other high-ranking officials
who prefer a slower pace of reform. This creates a
pressure to the existing government. Some of the
investors are worrying that there may be a change of
the chief officials in China, which, in turn, affects
the continuity of the existing policies.
Eighty percent of the respondents believed that
it may form a risk to an investment in China in the
next five years. One third of them believed that the
damage would be serious. The mean score of China was,
3.40. That meant it might cause an investor to lose
within 50 percent of their investments in the next five
years. The frequency distribution of the
respondents' opinions is shown in Table 14.
When compared with all other five "countries",
China got the highest score. It was the most risky one
when this risk was considered. The mean score of China
in this question was also the highest among all
political changes. This indicated that change of chief
government officials was the biggest political risk to.
the respondents. Table 15-shows the ranking of China
as compared with the other "countries".
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TABLE 14
RESPONDENTS' OPINIONS ON THE POLITICAL RISK OF
CHANGE OF CHIEF GOVERNMENT OFFICIALS IN CHINA










1= no risk at all
2= very likely to reduce 50% of profits
3= very likely to make-an investment unprofitable
4= very likely to lose within 50% of an investment
5= very likely to lose more than-50% of an investment.
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TABLE 15
RESPONDENTS' RANKING OF THE SIX "COUNTRIES" ON THE










There were several political demonstrations in
China in the past few years. They were all by
university students who were furious over the
corruption of some officials. and the slow pace. of
development in democracy.
This risk was low to the respondents. Seventy-
three percent of the respondents believed that there
was no such risk at all. Frequency distribution of the
respondents' opinions is shown in Table 16.
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TABLE 16
RESPONDENTS' OPINIONS ON THE POLITICAL RISK
OF POLITICAL DEMONSTRATIONS IN CHINA










1 no risx at all
2= very likely to reduce 50% of the profits
3= very likely to make an investment unprofitable
4= very likely to lose within 50% of an investment
5= very likely to lose more than 50% of an investment.
When compared with the other five neighbouring
countries, the average score of China was around the
middle. The scores of S. Korea and Philippines were
higher than China, whereas Taiwan, Thailand and Hong
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Kong were lower. The ranking-of the six "countries" is
shown in Table 17.
TABLE 17
RESPONDENTS' RANKING OF THE SIX "COUNTRIES"










Mass riots were found in Tinet iast year. iui=)
summer, large scale demonstrations happened in Beijing
to mourn the death of former Party Secretary Hu Yao-
pang and to demand for more democracy. However, they
did not turn into riots.
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In respondents' opinions, 67 percent of them
believed that there was no such risk in China.
However, there were also 13 percent of the respondents
believed that this would become a risk in China in the
next five years, and the damages to their investments
would be large. The mean score of China was 1.87. The
frequency distribution of the respondents' opinions is
shown in Table 18.
TABLE 18
RESPONDENTS' OPINIONS. ON THE POLITICAL RISK OF
MASS RIOTS IN CHINA WITHIN NEXT FIVE YEARS









1 no risx at. a11
2= very likely to reduce 50% of the profits
3= very likely to make an investment unprofitable
4= very likely tt lose within 50% of an investment
5= very likely to lose more than 50% of an investment
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When compared with the other five countries,
China belonged to the lower risk group, which included
China, Thailand, Taiwan and Hong Kong. South Korea and
Philippines- fell -within the group of higher risk.
Their ranking is shown in Table 19.
TABLE 19
RESPONDENTS' RANKING OF THE SIX COUNTRIES ON










Different races in China are getting along well
with each other. The likely source of troubles would
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be from Tibet in the near future.
This risk in China was low to the respondents.
Seventy-three percent of them believed that there was
no such risk in the next five years. Its mean score of
this risk was 1.47, nearly no risk at all. Table 20
shows the frequency distribution of the respondents'
opinions.
TABLE 20
RESPONDENTS' OPINIONS ON THE POLITICAL RISK










1 = no risk at all;
2 = very likely to reduce 50% of profits;
3 = very likely to make an investment unprofitable;
4 = very likely to lose within 50% of an investment;
5 = very likely to lose more than 50% of an investment.
5
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In respondents' opinions, this risk was low in
all six countries". The mean scores of these
countries were all between one to two. Even though
China got a low score as 1.47, it was ranked only
higher than the Philippines. The ranking of the six
countries is shown in Table 21.
TABLE 21
RESPONDENTS' RANKING OF THE SIX COUNTRIES










China had several external wars- witn ZZs
neighbouring countries in the past. They included the
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Soviet Union, Vietnam and India. The last war was
with Vietnam about seven years ago. Today, there are
still scattered boundary conflicts between them. China
is now devoting its efforts to economic development and
trying its best to create a stable investment
environment. However, it does not exclude the
possibility of using force to unite Taiwan.
Fifty percent of the respondents believed that
there was no such risk in China in the next five years,
while 20 percent believed it would happen. Should it
happen, the destruction to their investments would be
disastrous. The mean score of China in this risk
factor was 2.2. The frequency distribution of the.
respondents' opinions is listed in Table 22.
When compared with the other five countries,
China was ranked only higher than South Korea and just
below Thailand. North Korea is a constant threat to
South Korea. As for Thailand, the risk came from its
aggressive neighbouring country, i.e. Vietnam. As the
average scores of all these six countries were below
2.5, the respondents tended to *be optimistic about the
stability of this area within next five years. The
ranking of these six countries is shown in Table 23.
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TABLE 22










1= no risk at all
2= very likely to reduce 50% of the profits
3 = very likely to make an investment unprofitable
4'= very likely to lose within 50% of an investment
5= very likely to lose more than 50% of an investment.
OF WARS IN CHINA NEXT FIVE YEARS
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TABLE 23
RESPONDENTS' RANKING OF THE SIX "COUNTRIES"










A change in government may be an opportunity as
well as a threat to an investor. There may be changes
for the better or just a change of the leadership, but
it may also imply a change of all the existing systems.
Forty-seven percent of the respondents believed
that there was no such risk at all, while the other
half believed it would happen in next five years and
cause large damages to a foreign investment in China.
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The mean score of China on this risk was 2.67. The
frequency distribution of their opinions is in Table
24.
TABLE 24
RESPONDENTS' OPINIONS ON THE POLITICAL RISK










1 = no risk at all;
2 = very likely to reduce 50% of the profits;
3 = very likely to make an investment unprofitable;
4 = very likely to lose-within 50% of an investment;
5 = very likely to lose more than 50% of an-investment.
59
When compared with the other five "countries",
China was the second riskiest "country". The most
risky one was the Philippines. Following China, it
came S. Korea, Thailand, Taiwan and Hong Kong
respectively. The ranking of the six "countries" is in
Table 25.
TABLE 25
RESPONDENTS' RANKING OF THE SIX COUNTRIES









Change in Foreign Relationships
The change in relationships of China with other
countries may affect the respondents' trading and other
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business activities.
To the respondents, this risk was very low. The
mean score of China was 1.67. Most of the respondents
(73.3%) believed that there was no risk at all. The
frequency distribution of the respondents' opinions is
shown in Table 26.
26TABLE
RESPONDENTS' OPINIONS ON THE POLITICAL RISK 01 CHANUr










1= no risk at all
2= very likely to reduce 50% of profits
3= very likely to make an investment unprofitable
4= very likley to lose within 50% of an investment.
5= very likely to lose more than 50% of an investment.
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This risk was low to all six countries in
respondents' opinions. The mean scores of them ranged
from 2.25 (Thailand) to 1.13 (Hong Kong). China was
ranked as the third safest country. Thailand,
Philippines, and South Korea were the three more risky
countries. The ranking of these six countries is
shown in Table 27.
27TABLE
RESPONDENTS' RANKING OF THE SIX COUNTRIES ON THE










Summary of Respondents' Opinions on the Riskiness
of all types of Political Changes in China
It was meaningless to merely look at the mean
scores of the political risk. It was because a mean
score averaged up different respondents' opinions on
the probability of the occurrence of a certain
political change and the possible damages it might
cause once it happened. For some political changes,
the damages. would be disastrous once 'it happened.
However, the mean scores -'of. the riskiness of different
political changes gave us an idea of the relative
importance of them. By comparing the mean scores of
different countries, it was also possible for us to
assess the degree of riskiness of different countries
in respondents' opinions. When the total mean scores
of the six chosen countries were compared, Hong Kong
was perceived as the most safety one. Next to it were
Taiwan and Thailand. China was in the fourth position.
It was perceived less risky than the Philippines and S.
Korea. The ranking of them is shown in Table 28.
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28TABLE
SUMMARY OF THE RESPONDENTS' EVALUATION ON









When the respondents' opinions on the riskiness
of different political changes in China were compared,
the mean scores of change of chief government
officials (mean score: 3.40) was the highest. It was
the biggest politicalrisk in China to the respondents.
The mean scores of "change of economic policies" (mean
score: 3.00) and "change of regulations" were also
high. The other political changes, in ranking order,
were: "change of government(2.67), "wars(2.20), mass
riots(1.87), "political demonstrations"(1.67), change
in foreign relationships(1.67), and "racial
conflicts(1.47) (Table 29). These results were
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consistent with the answer of Question 4, when the
respondents were asked directly what were the major
political risks in China to them. The three political
risks that got the highest scores here were the same as
the most often cited ones in Question 4, except for
"administrators do not stick to rules", which was often
cited by the respondents in answering Question 4 but
not included in assessment here. It was believed that
the political changes frequently cited in Question 4
were disturbing Hong Kong investors most; those got
high mean scores here were'the major political risks to
the respondents.
Political Risk in China as Measured by Extra
Return on Investments (ROI) Expected by Respondents
The amount of extra return on investments (ROI)
sought by respondents to offset the higher political
risk in China when compared with Hong Kong was used to
measure the political risk in China.
When asked about what additional rate of return
on investment they expected to offset the higher
political risk in China as compared with Hong Kong,
respondents' opinions varied greatly, ranging from 0 to
200 percent. Most of the respondents (20%) agreed that
it should be 15 percent. The mean of all the
respondents' opinions was 47 percent.
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29TABL
MEAN SCORES OF CHINA ON THE RISKINESS
nF DIFFERENT POLITICAL CHANGES
Mean ScorePolitical Change
3.401. Change of chief government officials
3.002. Change of economic policy
2.803. Change of regulations




1.678. Change in foreign relationships
1.479. Racial conflicts
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The diversity in response to this question might
be that the respondents did not accustom to
conceptualize the political risk in terms of ROI. The
answers of the respondents are tabulated in Table 30.
30TABLE
EXTRA ROI EXPECTED BY RESPONDENTS TO OFFSET THE HIGHER














A regression analysis of the respondents' answers
to this question and their answers on the riskiness of
different political changes for different countries was
conducted. "Racial conflicts" was found to be the
political change that contributed most to the
respondents' expectation for extra ROI. As the result
was meaningless, it was discarded.
Clustering of the Six Chosen "Countries"
by Cluster Analysis
The respondents' answers on the riskiness of
different political changes for the six chosen
"countries" were used for cluster analysis. The
purpose was to find out the grouping of these
"countries" in respondents' opinions. Three clusters
were found. They were: Hong Kong and Taiwan China and
Thailand; and S. Korea and Philippines. Hong Kong and
Taiwan was found to be closer in intra-group distance
than the others. They were also further away from the
latter two groups in inter-group distance.
By combining this result with the results of the
total mean scores of political risk of the six
"countries", it was found out that in respondents'
opinions, Hong Kong and Taiwan were very similar to
each other, both were in the same group of the least
political risk. The next was China and Thailand.
Philippines and S. Korea was the most risky group. The
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political condition of the first group was much better
than the latter two groups. Figure 1 shows the results
of the cluster analysis.
1FIGURE
RESULT OF CLUSTER ANALYSIS











The vertical lines join countries within the
same cluster. The length of the horizontal lines shows
the distance between members in the same cluster. From
the above figure, the six countries are in three
small clusters. They are Hong Kong and Taiwan China
and Thailand and S. Korea and Philippines. The
shorter distance between Hong Kong and Taiwan indicates
that the two countries are perceived more similar to
another than countries in other groups. The latter two
clusters then formed into a large cluster, leaving the
first cluster alone. This indicated that the
similarities between the latter two clusters is higher
than to the first cluster.
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Grouping of the Six, Chosen Countries'l
in Political Risk by Multi-dimensional Scaling Analysis
When multi-dimensional scaling analysis. was used
to analyse the respondents' opinions on the riskiness
of different political changes for the six chosen
countries. They were found to locate as three
clusters in a two dimensional plane as in Figure 2.
The three clusters were the same as in cluster
analysis. They were: Hong Kong and Taiwan China and
Thailand and S. Korea and Philippines.
From the positions of these three groups, it was
believed that the horizontal axis was the respondents'
opinions about the availability of favourabl'e
investment regulations for foreign investments.
Whereas for the vertical axis, it was believed to be
the stability of the government. The ranking of these
countries was the same as the ranking of the total
mean scores of the respondents' opinions on the
riskiness of them, except for China and Thailand, which
had a change in position (See Table 28).
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2FIGURE
GROUPING OF THE SIX CHOSEN "COUNTRIES"












-2.5 -2.0 -1.5 -1.0 -0.5 -0.0 0.5 1.0 1.5 2.0 2.5
4 - China1 - Hong KongNotation:
5 - Philippines2 - Taiwan
6 - Thailand3 - S. Korea.
Explanation:
The respondents' answers on the riskiness or
different political changes for the six chosen
"countries" were used for this analysis. It was found
out that the six "countries" were in three clusters
along a two-dimensional. plane. The three clusters are
Hong Kong and Taiwan; China and Thailand; S. Korea and
Philippines. It is believed that the horizonal axis is
the availability of favourable investment regulations





Respondents, opinions on the Future Trend
of the Political Risk in China
Overall speaking, the respondents were optimistic
about the future political changes in China. Sixty
percent of the respondents believed that the political
risk of China would remain the same in the future five
years. Twenty percent believed-that it would reduce
slowly. Seven percent believed that it would increase.
As the general opinion about the political risk in
China was not high, the respondents were optimistic
about the future trend. Table 31 shows the frequency
distribution of the respondents' opinions.
31TABLE
RESPONDENTS' OPINIONS ON THE FUTURE TREND









Difference in Opinions of Different Respondents
Answers of different groups of respondents on
their opinions about the political risk of China were•
compared by Student's T-test to see if there was any
difference.
Industries of Different Labour Intensity
Answers from respondents. of high, medium and low
technology on the political risk of China were
compared by Student's T-test.
Significant difference was found between the low
technology group and that of high and medium
technology groups for their answers to Question 3.
From the empirical results of Table 32, it was found
that the higher labour intensity group perceived a
lower degree of political risk in China.
Companies of Different Size
Answers on the political risk of China from
companies of more than 500 employees were compared with




COMPARISON OF DIFFERENT TECHNOLOGICAL GROUPS'













*) Denotes pairs of groups significantly ai rerenc at
the 0.05 level.
Notations for the scores:
1= No risk at all
2= Little risk
3= Some risk
4= Quite big risk
5= Very big risk
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Companies of Different Commitment
Investing Versus Not-investing Group
Answers on the political risk of China from
respondents invested in China were compared with others
that did not. Significant difference was found on
their answers by Sudent's 2-tail T-test at significant
level 0.050 (prob.=0.050). The groups which did not
invested in China perceived a higher degree of
political risk.
Large Versus Small Investors
Answers on the political risk of China from
investors of over HK$ 5 million in China were compared
with small investors by Student's T-test. No
significant difference was found.
Companies of Different Investment History
Experienced Investors Versus New Investors
Answers on the political risk of China from
companies which invested more than five years in China
were compared with those of shorter history by
Student's T-test. No significant difference was found.
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Companies Had the Experience of Loss for Political
Risk in China Verses Others Which Had Not
Answers on the political risk of China from
respondents with loss for political risk in China were
compared with others who did not by Student's T-test tc




All of the respondents assessed the political
risk in China and the neighbouring countries by their
own experience. This included their impression of
different countries from mass media, information from
friends and people in the same field or from field
visits. All of them did not have any systematic way
to monitor the political environment in China.
Measures Taken by Respondents
to Reduce their Political Risk in chin
Most of the respondents did not take any measures
to reduce their political risk in China. One of them
mentioned to respond flexibly and another 'took to
increase the ROI as the answer. In fact, to make
short-term investments, to recover the investments as
soon as possible were the most common means adopted by
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Hong Kong investors to reduce their risk in China.
Four of the 12 respondents with investments in China
mentioned in the interviews that they targeted to
recover all of their investments in China within three




The Transformation of Hong Kong society
Hong Kong is now undergoing the transtormation
process from an export oriented production base to a
service centre. Many industries are facing the problem
of labour shortage. The shortage of labour and the
increase in labour cost reduce the competitiveness of
Hong Kong industries. Hong Kong industry has found it
increasingly difficult to compete with Taiwan and S.
Korea. Over 10 years ago, Hong Kong government started
to encourage Hong Kong industrialists to diversify and
up-grade their products in order to maintain their
competitiveness in the global market. However, with
the traditional management styles and the small size of
the industries, it is difficult to transform in this
direction.
The opening of China helped to solve this
problem. By transferring their production base to
China, Hong Kong industrial companies can have their
labour shortage problem solved. They are able to
compete with Taiwan, S. Korea and the other
neighbouring countries in a much better position.
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To quote a real case from the sample. This company
was established 30 years ago. During 1979- 1982, it
kept on losing. Because of the much higher production
cost, it was unable to compete with the competitors
from the other neighbouring countries. It was also
unable to find enough workers even though there were
orders on hand. With a plant of over 4,000 sq. feet,
this company could only have six workers. The company
head considered to close it then. The opening of China
and the success of some companies in China changed all
this. By moving the production plant to China, the
company grows once again. Today, it is able to
maintain a plant of 40,000 sq. feet and employ over 250
workers.
In fact, many respondents have similiar experiences.
Some of them invested in China to compete with other
neighbouring countries, others to compete. with
competitors which have already moved into China. They
are forced to invest in China for survival. Eleven of
the 12 respondents invested in China were focused on
the low production cost and seven of them mentioned
themselves as being forced to do so or to follow the
trend. The many uncertainties in China become
unimportant when it is a matter of survival. This
confirms the Heckscher-Ohlin factor theory that
investors produce where the factor costs are lowest to
increase their competitiveness.
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Political Risk as a Problem
to Hong Kong Investors in China
Hong Kong industries are characterized by small to
medium size.* Technology level is generally low. With
the limited resources, China is the only place they can
invest to survive. Although there are political risks
in China, this is not the major factor they have to
consider. (Only four out of the 12 investors admitted
that political risk was one of their major concerns in
China.)
Overall speaking, the political risk in China was
not high to the respondents. Seventy-five percent of
the respondents thought that there were "little" or
some political risk in China and the other 53 percent
thought that there were no political risk in China.
The Major Sources of Political Risk in China
To the respondents, the major sources of
political risk in China were change of chief
government officials, change in regulations, change
in economic policies and administrators do not stick
to rules (Tables 8 28). There are several reasons
for this phenomenon. First of all, Chinese culture has
placed too much emphasis on human relations. It places
insufficient respect to the legal system. Secondly,
the open policy is new to China. The Chinese government
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is taking an trial and error approach. Thirdly, the
existing economic development policy depends upon the
support of a group of old leaders. There are.still some
top level leaders who are more concerned with political
purity than economic progress. However, most of the
investors agreed that any political changes in China is
unlikely to affect their investments greatly..
Perception of Investors As Compared with Non-Investors
The political risk in China was perceived to be
lower by investors than others who had'not invested in
China (Significance level= 0.050). This could be
explained in three ways. Firstly, those who did not
invest because they perceived a higher degree of
political risk in China. Secondly, Hong Kong
industrial companies became more familiar to Chinese
conditions after they had invested in China. As their
knowledge of the Chinese conditions increased, they
perceived a lower degree of political risk. Thirdly,
after making an investment in China, the attitude of
Hong Kong investors changed from risk avoidance to risk
adaptation. They tended to be more optimistic and
wished that a stable environment will become a
reality.
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Clustering of China in Respondents, opinions
In respondents' opinions, China ana Tnaliana are
in the same cluster (Figures 1 2). There are many
similarities-between these two countries:
1. Both of them tried hard to attract foreign
investments for their economic development in the
last ten years
2. Both of them are Asian countries, close to Hong
Kong
3. Cantonese, a local dialect used by most Hong Kong
people, is an effective communication language in
both Thailand and southern coast of China
4. Skill levels of workers in both countries are
similiar.
To invest in a nearby country where people can
communicate freely with their mother language is a
plus. It is especially important to the small
investors in Hong Kong. As for Korea and Phillippines,
because of the language barrier and unstable political
conditions, they are grouped into a cluster and are
unlikely to attract Hong Kong investors.
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Measures Taken by Hong Kong Investors
to Reduce Political Risk in China
Political insurance is not available to Hong Kong
investors. To cope with the political risk in China,
most of the respondents adopt an adaptative approach.
They do not have any systematic means to monitor the
political risk in China. They rely on the mass media,
their experience and their intuition. They try to
react flexibly to cope with the political changes.
With limited bargaining power, the small investors from
Hong Kong are vulnerable to environmental changes.
However, they have their own protective mechanism.
Seventy-five percent of them try to recover all their
investments within three to five years to reduce their
risk exposure. As most of the respondents had invested
in China for over five years, their investments are all
recovered. Any political changes in China are unlikely
to cause them great damages. They are generally more
optimistic.
Limitations of the Survey
There were several limitations in this survey:
1. Due to the limited resources, only 15 subjects were
found. A more representative sample of larger
sample size could be achieved should there be more
resources.
2. Hong Kong businessman are usually reluctant to
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commend publicly on sensitive issue such as this
topic. Only few of them were willing to accept the
interview. A non-randomized sample was adopted.
The results from this survey is not representative
enough.
3. Most of the Hong Kong industrialists had only
secondary education or lower. They may not be able
to conceptualize the political risk in China nor




From the research, it was found out that the
overall political risk in China was not high as far as
Hong Kong industrial companies are concerned. When
compared with the other five neighbouring countries,
China was grouped together with Thailand by the
respondents and was perceived as less risky than S.
Korea and the Philippines. The major political risks
in China to Hong Kong industrial companies were change
of chief government officials, "change of regulations
and change of economic policies. "Administrators do
not stick to rules also caused them a problem.
According to the respondents' opinions, should
political risk in China become worse, they are likely
to lose all the profits of their investments in China.
As Hong Kong is now transforming into a service
centre, there has been a shortage in labour and an up-
rise in production costs in recent years. Many Hong
Kong industrial companies are forced to invest in China
to maintain their competitiveness.. Although there are
many uncertainties in China, they have to make the
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investments in order to survive.
After all, most of the investors who invested in
China experienced no or little loss for the political
risk in the past several years. Therefore, they are
generally optimistic about the future changes.
However, they still take measures to reduce their risk
in China. The most common means are to react flexibly




QUESTIONNAIRE FOR THE SURVEY
Good morning/afternoon, I am a MBA stuaent oi Lne
Chinese University of Hong Kong. I am now conducting a
research on the perspectives of Hong Kong -industrial*
companies on the political risk of an investment in
China (PRC). Would you please answer the following
questions?
(Note: Political risk means the risk of a significant
influence in the profitability of an investment because
of unanticipated political changes.)
PART I
1. Please introduce your company briefly I-
1. Industry
High/ Medium/ Low11. Technology
111. No. of Employee
2. Does your company have any investment in China?
i. Your investment form is:Yes
ii. The investment amount is:
iii. No. of years it has been started:
iv. Reasons.for making the investment:
v. Is political risk an important
concern of your investment in
China?
No:Yes:
vi. Any experience of loss because of
political risk?X
the loss was:Yes:
Little /Some /Q.Big /V.Big
No :





3. Generally speaking, how do you feel about the-
political risk in China for the next five years?
/Very Big/Quite BigNo /Some/Little
4. What do you think are the major political risks in
China?
5. What do you think about the future trend of this
risk?
Reduce slowly /reduce quickly /Remain the same
Increase slowly /Increase quickly
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6. Please assess the riskiness of the following
political changes to an investment in next five
years for the listed countries(regions).
(Please choose betwee 1- 5,
1 = no risk at all;
2 = very likely to reduce 50% of the profits;
3 = very likely to make an investment unprofitable;
4 = very likely to lose within 50% of an investment;
5 = very likely to lose more than 50% of an
investment.)

















7. What do you think the return on investments (ROI) in
China should be when compared with Hong Kong because
of its higher/lower degree of political risk?
8. What are your major references for the above
assessment ?
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9. (Only to companies invest in China)
Does your company take any measures to reduce the
political risk (if any) of your investment(s) in
China?
- The end of the questionnaire, thank you.---
APPENDIX II
SPSS PROGRAMME FOR DATA ANALYSIS
CASE 1-2 TECH 3 LAB 4-7DATA LIST FILE='B:DATA'
Q2.1 8 Q2.2 9 Q2.3 10-11
Q2.4 12 Q2.51 TO Q2.53 13-15
Q2.6 16 Q2.7 17 Q3 19 Q5 20















'HIGH' 2 'LOW' 3 'MEDIUM'/1TECH
'YES' 2 'NO'/1Q2.1
'ASSEMBLING' 2 'COMPENSATION TD' 3 'J-V'/
1Q2.2
'YES' 2 'NO'/1Q2.51 TO Q2.6
'NO' 2 'LITTLE' 3 'SOME' 4 'Q.BIG'1Q2.7 TO Q3
'V.BIG'/5
'REDUCE SLOWLY' 2 'REDUCE QUICKLY'1Q5
'CONTINUE THE SAME' 4 'INCREASE SLOWLY'3
5 'INCREASE QUICKLY'/
'NO RISK' 2 'REDUCE PROFIT'1Q6.1 TO Q6.54
'NO PROFIT' 4 'LOST'3
'GREAT LOST'/.5
MISSING VALUE Q2.2 Q2.4 Q2.51 TO Q2.7 (9).
MISSING VALUE Q2.3 (99).
MISSING Q6.1 TO Q6.54 (0).
MISSING Q8 (999).




/VARIABLES Q6.1 TO Q6.54
/STATISTICS 1.
REGRESSION VARIABLE= Q8 Q6.4 Q6.10 Q6.16 Q6.22 Q6.28





ONEWAY VARIABLES Q3 Q6 Q8 BY TECH(1,3)
/RANGES SNK.
IF (LAB 499) SIZE= 2.
IF (LAB 500) SIZE= 1.
T-TEST /GROUP=SIZE(1,2) /VARIABLES Q3 Q6 Q8.
T-TEST /GROUP=Q2.1(1,2) /VARIABLES Q3 Q6 Q8.
IF (Q2.3 49) COMMIT= 2.
IF (Q2.3 50) COMMIT= 1.
T-TEST /GROUP=COMMIT(1,2) /VARIABLES Q3 Q6 Q8.
IF (Q2.4 4) HISTORY= 2.
IF (Q2.4 5) HISTORY= 1.
T-TEST /GROUP=HISTORY(1,2) /VARIABLES Q3 Q6 Q8.
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